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Preface

This report summarizes my observations on agricultural credit in
Pakistan and presents my suggestions for improvement in credit facili-
ties for farmers for the consideration of the Food and Agriculture
Commission. My report is based on studies made during the pericd of
approximately two months spent in Pokistan as an Advisor to the
Commission. Daring my visit I have had the opportunity of conferring
with officials of various institutions concerned with the financing of
farmers in both West FPalkistan and East Pakistan and have visited a few
cooperative sccleties aand other agencies in the field,

While the time spent in Pakistan has not been sufficient for a
detaliled study of the complex problem of agriculturel credit in this
country, I did have the advantage of heving available the renori of the
Credit Bnguiry Commission which had been published prior to my arrival
in the country., This report presents a great deal of information on
credit available to agriculture, business, and industry, which has been
very helpful to me. 4 few of the recommendations made by the Credit
Enquiry Commission for the improvement of agricultural credit are
contained in my report and a few are challenged. Also in my report I
have tried to make additional suggesiions for developing credit programs
which will meet the needs of farmers, particularly of the small farmers
with limited resourceswhe constitute the large majority of farmers in
Pakistan.

My report contains much descriptive material which may be of no
particular value to persons familiar with agricultural credit activi-
tles in Pakistan. This material was included to provide 2 background
for the suggestions made and also tc give those persons reading the
report who are not acquainted with the agriculture of Pakistan, back-
ground information they may find useful.

I wish to express my appreciation of the cooperation and assistance
given me by members of the Food and Agriculture Commission, officials
of the Government, officers of cooperative banks and cooperative
socisties, and other agencies, and members of the staff of trhe United
States Operations Mission ¢ Pakistan. Their assistance has been very
heipful, '
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Edwin C. Johnsbn
Agricultural Credit Consultant

BESTAMA&ABiECOPY



A

SUGGESTIONS FOR TMPROVING AGRICULTURAL CREDIT IN PAKISTAN

The Agricﬁiﬂufe‘of Pakistan‘

‘ Agr culture is th@ prlmary 1ngubtry of Paklotan. Of its popula-
tion of about %7 million people it is estimated that 85 percent are
engaged in farming or activities.directly related to farming. Agricul~
ture accounts for abou+ 60 percent of the total income of the country.
The land area is 234 million acreb, of which arcund 60 million acres
are cultivated lands. : |

The country consists of two provinces, BEast Pakistan and West
Pakistan. Bast Pakistan has only 15 percent of the land area but over
one half of the population. Nearly one half of the cultivated area of
the country is in Bast Pakistan where the climate is tropical and rice
the principal crop. -Rice occupies about 20 million acres in East
Pakistan and:jute an important fibre crop, 1% million acres., - In
contrast West Pakistan which includes about 85 percent of the total

_land area, has an arid climate with much of the land in desert, and
 farming generally is under irrigation., Wheat which is grown on about
11 million acres and cotton grown on 3% million acres are raised almost
exciusively in West Pakistan. . '

Cther important crops in Pakistan are peas, sorghum, sugarcane,
corn, barley and tobacco. Production of livestock and livestock products
are important in some arsas. About 90 percent of all exports are
agricultural products with cotton and jute the main exports. Other
1mportant export: products include tea, wool and hides. - '

Pakistan is not self-sufflclent in food and imports wheat and rice
but a program is underway intended to make the country self-—sufficient
in food This will reguire.increased yields per acre since yiélds now
are generally low. - Also new lands must be brought under cultivation by
irrigation and drainage.

The economic development of Pakistan is dependent in a large
measure on improvement of the agriculture,. Low incomes and paverty
prevail in most rural areas. The country will develop and progress as
it increases the productivity of its rural people. Increasing produc-
tion. on farms will give rural people the pur.hasing power necessary to
provide markets for industrial products, In the improvement of agri.
culture,credit on reasonable terms and accompanied by technical assistance
. for farmers is reguired and can make a major contributicn to the
econonmic development of the country S

Need for Agricultural Cradlt

A broad program for providing credit for férmers'is essential in
the improvement and development of agriculture in Pakistan. Short term
credit up to 1% years is needed to finance seasonal production of crops



including expenditures for seeds fertilizer, spray materials etc.
Nedlum term cradit, 1% to five years, is needed for purchase and

improvement of 11VC%tOCK purchase of farm machinery and eoulpment
construction and repair of Tarm builldings, and improvements to irriga-
tion and drainage systems. Long term credit, over five vears, is
_required for the purchase and improvement of farm real estate, sinking
of tube wells ate. .

In a country of limited capital such as Pakistan the emphasis on
cradit to famers should be on providing short term and medium term
loans., It will be unwise to tie up 2 substantial part of current
capltal fund% in long term loans secured by farm real sstate.. Purchase
of real estate whers possible should be mede on a conbract basis with
the seller receiving payrenu over a period of yesrs from proceeds of
crops produced. . In short term and medium term loans there is a2 turn-
over of capital in a comparabively short period and also this capital
ordinarily will bhe used in the practices which are of highest produc -
tivity and which will resuli in increased crop and livestock production.

Developing credit for farmers of Pzaklstan presents varied and
complex problems. Most of the farmers are small cultivators of very
limited rescurces who have very little to offer as security for loans.
At the same time these small farmers can increase producticn if they
can cobbtain supplies such:as fertilizer and improved sseds. Therefore,

small loans which enable them to obtain these items will be very helpful

while such icans are costly to handle and dinvelve high risks some means
of getting credit to these farmers should be found. Since most of the
farmers are illiterate and have been exploited by traders and others,
the loans will reguire careful supervisgion ard much educational work
will be needed to emphasize the importance of meeting finencial
cbligations. Also it may be necessary to advance many of these loans
in kind and collect them in kind. For example, a farmer might be
advanced 2 certain amount of fertilizer under an agreement tc pay for
it at harvest time by the delivery of an agreed upon amount, of rice,
wheat or scme cther crop, In many arsas the economy is primarily on a
barter basis and advances nd payments in kind mey be necessary.

§hl

n

. From the sta ndD01nt of the use.of credlt in farming, farmers can
Jbe divided into three main groups. In the first group are:the large
farmers who own thelr farms and operate on a relatively large scale

~with acreages-usually up to about 500 acres., With their resources they
may be able to operate and improve their farms without .ecradit. For
such credit as they may need they would prefer to turn to a Central
Agricultural Bank, They represent risks which could be handled to
advantage by commercial banks but these banks are not presently inter-
ested in making loans tec farmers.



“The second group is a large yroup consisting of farmers who have
small or medium size larming operantions with the operator owning the
iand.. These farms ordinarily will range in size from zbout 3 to 25
acrés.  This is the groupiwhich could be %crvgi not only. bV’COOpGT;thp
SOCthlOo but glss by a Central ﬁQPiCUltLY l ank

Tha third group oi farmers are the small farmers who OWN 1o farm
lend and operate farms as tenants under a lease or as sharecronpers.
These farmers have very meager resources and low incomes and ordinarily
do-not have a basls for eredlt from the regular agricultural credit
institutions. However,they can profit by smell loans for fertilizer
and sceds as well zs for others purpcses, but becsuse of the high risk
arkl high costs of making the small loans special government nrogrnmﬂ
are required to meet their needs.

Credit for farmers should be for productive purposes. That is,
loans should enable the farmer to obtain the supplies, eguipment and
livestock necessary for incrsasing production and thereby raise the
level of living of his family. If the funds are used productively the
loan will create the income necessary for its repayment.and the farmers
economic position would bg improved., This means: that loans would not
. be made for consumption inciuding sccial functions and other .domestic
o purposes. - The latter would not incrsase production and consequently

~wouid create a burden of debt which the farmer will find hard to carry.

It must be understood that credif alone will not improve the
econcmic position of farmers. A loan gives a farmer purchasing power
which he would not otherwise have; but unlesg this purchasing power can
be used to obtain the items necessary for improving the efficiency of

“the farming enterprise, the loan will have no beneficial effect., The
"improved seeds fertilizer, equipments,: spray materials, livestock and
obher items necessary for improving agricultursl production must be
made availabie, Credit . gives the farmer the opportunity to purchase
these items where otherwise he would be unable to obtaln them and
consequpntly'would find i% djfflcult to 1mprovu his. farming oporatxons.

: Prescnt SOUTCLS of Agrlcultural Credlt

. , e ,
In Pakistan there are several million sma all farmers. Theyoperate
very small plots of land. Most of these farm.»s are 1111terate ang
have little knowledge of business and credit. Also they have very
little collateral for loans., Under these conditions it would be
Jexpected that such credit .as is -available to the rural people is
provided by individuals and not by 1nst1tutlonsg Actaully;thls is the
case in Pakistan. R

There adre no general studies to show the sources of credit for
farmers and the amount of loans extended. However a few studies have
been made in selected villages in both East and West Pakistan and these
indicate that for the country as a whole perhaps about 60 percent of
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the credit used in the villages is provided by relatives and friends,
around 10 percent by individuals classified as well to do rural people
and landlords and 10 percent by shopkespers and money lenders. In
other words, it seems that about 80 percent of the credit used by
farmers is obtained from individuals. The remaining 20 percent is
provided mainly by cooperative societies and the government or govern-
ment sponsored institutions,

Over the years in the subcontinent of Asia o source of credit for
rural pecple evolved in the form of the villa-e "bania'". He was a
money lender and trader who usually operated on his own funds and
becare the most important source of credit for farmers, He loaned money
on perscnal surety at very high rates of interest and also purchased
the crops of farmers ususlly ot comparatively lOW’pPlCeo. Whils the
influence of the village bania was not favorable to the development and
improvement of the agrlnultural gconomy, he did provide a source for
small loans. .

With partition of the subcontinent the position of the money
lender collapsed. In West Pakistan where most of the money lenders
were Hindus, they migrated in a short time. In East Pakistan the
migration was slower but the net effect has been that the money lender
as he had operated over a long period, to s large extent now disappeared
from the scene. With this migration the small farmer lost his source
of credit which meanwhile has been replaced only in part by other
individuals,

For the small farmer the migration of the bania had a wholesome
effect since he was freed of the heavy debts which had accumulzted
over the years, While no general studies are available on the extent
of debts it is dpparent that a fairly large proportion of farm families
in Pakistan are free from debts and that many of those having debts do
not have debts of an amount to constitute an unduly heavy burden.
Wlthout'lmprovement in the credit facilities for farmers, however, a
situation could again develop where the farmers would find themselves
involved in a heavy burden of debt which they would find difficult to
carry. In the discussion which follows somé recommendations are made
in regard to steps which might be taken teo improve sgricultursl credit
facilities in 'Pakistan.’

Agricultural Gredit Ins"'tiﬁutj;ons Sponsored by the Gentral Govermnent-

Recogn171ng the need for i improved fa0111tles for credit to agri--
alturé, the Central Government sponsored two specizlized credit insti-
tutionsto aid farmers in the rural areas. The Agricultural Development
Finance Corporation was established by an Act in 1952 and began
operations in March 1953, The Agricultural Bank of. Pzkistan was estab-
lished under the Agricultural Bank Act of 1957 and began lcan opeérations
in January 1959, , Following the establishment of the Agricultural Bank,
& territorial division of the country was made znd the two institutions

- operate only in the territory specifically allotted to each institution,
with no overlapping of territory., Each institution has provincial



administrative offices ot Lahore in West Pakistan and in Dacca in East
Pakistsn and operates through several branch offices.

Agricultural Development Finance Corporation

. This Corporation finances agricultural development-including the

" finencing of livestock, crop production, fisheries and forestry, Loans
are made to finance general farm operaticns, installation of tube-wells,
improvement of 1Tr190t30ﬂ systems, and purchase of livestock and equip-
ment. It operatés’ through ten branch offices in West Pakistan and nine
branch offices in Fast Pakistan. The followig is a sunmary of qpnll—
cations received qnd loans closed up to December 25, 1959,

. Application Received- Amount Sanctioned Amount of loans
Nunber Ammount . disbursed

West Pakistan 7703 Rs.104,;157,833 Rs. 26,346 140 Rs.17,230,728
Bast Pakistan 51188 HRs. léa,138 0L9 Rs.28,190,499 Rs.16,576,288

Total. 58691 Rs,208,295,882 Fs.54,536,639  Rs.33,807,016

Th@ Agrlcultural Developnent Flnance COI‘DOI“thI’l has authorized
capital of Rs.50,000,000 (about $10.5 million) wholly subscribed and
paid for by -the Cantrﬂl Government. This capital has been pala in
installments as the funds were required, The Corporation can accept
deposits and may issue and sell bonds and debentures. No interest is
paid on share capital subscribed by the goverrment,

The Corporation may make loans to individuals, corporations or
cooperative socleties for agricultural purposes including marketing of
agricultural products. The rate of interest on all loans at present
is 5 percent, The maximum loan to individuals is Rs.100,000 and
corporate bodies Rs.50C,000 but with the approval of the government
larger loans may be made. Loans may be made for periods up to 20 years
and must be secured by a real estate mortgage or pledge of other
property excapt that in the case of loans up to Es.500 the endorsement
(sur?ty) of one individual will meet security requirements.

The Corporation has made loans for a large variety of agricultural
improvements and operations, with the most immortant single purpose,
the purchase of bullocks. Next in order comes tube wells, followed by
loans for purchase of tractors and equipment. Many loans have been
for seasonal purpos:t 88, mainly for the purchsse of fertilizer and sceuds.
and the payment of wages of hired labor. Roughly about Qno‘nalf of the
loans have béen medium term, about thirty percent Tong term and twenty -
percent short term seasonal loans, B

The Aéricultural Bank of Pakistan

This bank has about the same authority in lending as the Agri~
altural Development Finance Corporation but it is required to give



ﬁreferénce'to loans to small Ffarmers including sharscroppers. The
following 1s a summary of application received and loans paid out from
the beginning of operations through January 29, 1960,

Applications Received Loans sanctioned Amount of loans

"Number Amount — Number Amount disbursed

West P;kisﬁan CRYTT Rs.13,968;u52 1643 Rs. 3;25&,750 Rs.?,263,092
-Tast Pakistan. 38232 Rs.1l7;465,785 21403 Rs. 7,627,629 Rs.6,794,041
CTotal 42409 Rs.31,434,238 23046 Rs.10,882,379 Rs.9,057,133

In West Pakistan loans have averaged about Rs.2 SOO/— and the most
important purpose of loans has been the purchase of livestock and
implements with development loans, including tube wells, the second
rgnking purpcese. Seasonal loans, are the number one purpose in Fast
Pakistan and livestock and implement loans second in importance. Ioans
in East Pikisten have averaged about Rs. 350/~ - Loans generally are
secured by al mortgage on real estate, "“ ' ‘

The authorlred capltal tock of Agrlcultural Lank is Rs 200,000,000,
The- amount. of stock issued is Rs:35,000,000 of which Rs,30,000, OOO
has been Subseribed and paid up, Rs.20, OOO ,000 - by the Central Govern—
ment , Rs.5,000,000 by the Provincial Governmeni of West Pakistan and .
Rs.5,000, OOO by the Provincial Govermment of East Pakistan. The :
Bank also is authgrized to borrow funds, accept depoeﬂtg and issue and
sell bonds and debentures. :

Results 35"

The Agrjcultural Development Flnance Corporatlon and the Agr1cu1-
tural Bank have been criticized for their failure to finance as a
large number of farmers as was expected and because they have restrict-
ed  loans to those farmers who owned land and who were in fairly
strong financial position, -While it is true that the number of
farmers given loans is comparatively small it must be recognized that
these institutions, particularly the Cerporation, had teo take the
time necessary to develop rules and procedurses in a field where there
was very little experience, Also trained people were not available
for the work of analyzing and handling of loans to farmers and it has
been necessary to train men for particular jers involving office work
and Tield work. TFurthermore the security requirements for loans
established under the law were difficult to fulfill. Since generally
crops could not be mortgaged it was necessary to rely primarily on a
real estate mortgage. Here difficulties were enwuntered in establish-
ing the %itle to land and securing evidence that the land was not
incumbered. Also delays in recording of mortgages were experienced

which slowed loan closing. .



During the past year considerable progress was made by both

nstitutions -in reaching farmers needing credit -and in speeding up the
closing of loans.  Many inspectors have been trained and located where
they can contact people in the villages and take applications for
loans and make necessary inspections of the applicant and his farm,
Mortgages on farm real estate have been recorded for a period of
12 years thus making it unnecessary to record a mortgage each year for
seasonal loans.- Loans under Rs.500/— can be made on personal sursty
which has enabled some farmers to obtain loans who were not in a
position to give a mortgage on land. However tenant farmers have not
zs a rule been able to oblain credit except 1. a few caces where the
landlord would stand sursty for the loan. In genera.r it can be said
that both institutions are now in a position *o wive Jmproved service.
and can reach wore farmers needing loans for farm development and
farm eperations. :

Recommendations

1. The Agricultural Development: Finance Corporation and the Agricul-
tural Bank of Pakistan should be merged into one institution for
financing agriculture. Ths Credit Enquiry CGommission in its report
recommended a merger:but suggested a transition .pericd:which would
delay the merger for at least two years., Meanwhile it has been
decided that the merger should be made and it would seem desirable to
effect the merger at the eariiest possible time. .The two institutions
operate in different territory and are performing almost identical
services and a long delay.in merging would seem unnecessary, The main
problem is to develop a uniform system of rules onh accounting and loan
procedure, and the legal basis for establishing the new institution,
and this should be p0551ble in a matter of a few-months.

2. The new agrlcultural credlt 1nst1tutlon should be named the
Agricultural Bank of Pakistan and should have essentially the
authorities of the present agricultural, bank. The simplest procedure
in establighing the new institution is' to merge. the Agriculiural
Development Finance Corporation into the Agricultural Bank of Pakistan
and have the Agriculiural Bank Act of 1957 with certain changes

become the basic law for a Central Government agricultural credlt
institution, In fact it would seem that this act has the necessary
provisions for the Govermment to effect the m-rger since in Chapter IV
section 19 paragraph 11 the Agricultural Bank is given the authority
of "taking over of the business including the capital, assets and
llabllltles of any otherbank or f{inanciai corporavion WiTH. tne
prev1ou5 approval of the Central Govornment” -

The fcllow1ng changes in the AgrLcultural Bank Act - of 1957 in
regard te the authority of the Bank are recommsnded and should be
made at the time of the proposed merger.



{a) Chapter IV Section 19 Paragraph 4, deals with security
. of loans and contains the provision "Provided that
. - where a :loan not exceeding five hundred rupees in

- aggregate ls made to an individual agriculturalist,
it may be secured by a bond with one or more sureties."
This amount should be changed to one thousand rupess
since five hundred is insufficient for many loans..
For example the purchase of a pair of bullocks will
require a loan of one thousand rupees and this is a
common purpose for ioans to farmers.

(b) Chapter IV Section 19, Paragraph 5 gives the Bank
. authority for "the buying-and supplying on credit -
of seeds, agricaltural implements and other
equipment , fertilizers and other chemicals and
materials used in agriculture, and the acting as = _
agent for any organization for sale of such goods".’
This should be deleted from the Act, .

It will be unwise for the Agricultural Bank to
- engage in the buying and handling of supplies.
This would involve the,use of storage facilities
- and present special problems for the management _
as well -as subject the Bank to possible heavy losses,
The farmers cooperative sccieties and the Provincial -
Departments of Agriculture are in a-position to ‘
handle supplies and it is not necessary to’ combine
credit and supply functions in the agricultural Bank;

(e) Tt will be desirable to give the Agricultural Bank
authority to make lcans to workers in cottage
industries in rural areas. Therefore in Chapter I .

. Section 2, Paragraph b. the term agriculturalist
should be redefined to includes these workers,.. Many

. farm families may also cngage '‘in handicrafts and

. other cottage.industries., Cften they need credit
Tfor purchase of supplies,. and at'present may have

.ho access to credit. The Agricultural Bank can be- o
of service to these people and assist in ralslng
thelr incomes and standards of llVlng. o

3.. A pollcy should be establlshed of paylng no leldends on stock
during the early years of operation in order %o enable the bhank to °
build adequate reserves. In effect this means tim% the Central and
Provineial Governments would subsidize the Bank to-the extent of
making free capital available.. While' cooperative sbcieties are
authorized to purchase shares of stock of the Bank, they should not be
required to purchase stock and are not likely to want to do so
voluntarily. The Agricultural Bank therefore will operate as a



government bank with most of the stock held by the Central Government
and the remainder by the Provincial Governments, Following the mergern,
on the basis of present holdings of stock, the Agricultural Bank would
have a pald up capital of Fs,70 million with each Provincial Govemment
holding shares of Rs.5 million and the Central Government Rs.60 million.
Means should be found for subscription and payment of additional capital
as the demand for loans grows, The Bank should encourage deposits by
the public and should pay a rate on savings deposits which will attract
savings of farmers and others. Another source of loan funds will be
borrowing = from the State Bank of Pakistan.

4o The Agricultural Bank should operate on & basis which will enable
it to meet operating costs and costs of money, out of interest earnings
on loans. This will require efficiency in operation and interest rates.
at levels which will give satisfactory earnings, Rates must be raised. -
above the present comparatively low rate of 5 percent Many loans will
be for a few hundred rupees to small farmers and these loans can be
serviced only at a relatively high cost.per rupee of loan. The larger -
loang will be more profitable to the bank and tec some extent.the
earnings on these larger loans will enable the bank to meet expenses
of the small locans. Careful study will be necessary to determine the
rate to be charged on lcans. A rate of 8 pércent on short term loans,
7 percent on medium termm and 6 percent on long term would seem to be a
favcrable ‘rate for farmers and with the Bank having a large amount of i
free capital it should be able to operate and build financial reserves
while charging these rates. Long term loans are here defined as loans
of 5 years and over, short terms 18 months or less and those between
these periods are the medium term lcans. -

5. A spec¢ial effort should be made by the Agriailtural Bank te bring
its service close to the door of the farmer. It will have its Main
Office in Karachi and a Provincial Office in Lahore and arother in
Daccas These offices will be primarily for supervision and general
administration. The loans will be made through the branches with
representatives of these branches located in each tehsil or thana.
These representatives should tour the villages to acquaint the farmers
with the service of the bank, take applications, make necessary.
investigations and assist in the disbursement of leans. While many
inrestigators are now working in the field, more will be needed to
expand the scope-ef operations. 4 large task of trairning men for
these positions faces the bank but already suustanthl progress has
been made-in organizing training act1v1tlos. Servricing of "small loans
to farmers is oxpensive and as coopcratlve ‘socicties are formed loans .
to these copperatives can be made which in ‘turn would make the short
term and medium term loans to farmmers, Therefore as time goes on it
would be expected that a larfer proportion of the loans by the
Agricultural Bank would be long term famm real estate loans and loans
for agriomltural marketing facilities with the cooperative societies
picking up the responsibilities for short temm and. mediur term
financing.



6+ - The entire program-of loans by the igricultursl Bank should be
directed toward the development znd improvement of agriculture in -
Pakistan. Loans should be for productive purposes and made on such a
‘basis that payment would be expected when the loan is due. Since the
Bank mist protect its financial position if it is to finance farmers
over the years and expand its operations, loans must be confined to
farmers and organizations having a sound basis for credit, Fammers
receiving loans therefore will be the larger farm operators and smell
and medium size farmers who own their land. The real estate mortgage
would be the security of all long tem loans Jor purchase and improve—
ment of farm real estate,. On short and medium term loans, now often
gecured by real estate mortgages, crop mortgages and mortgages-on
livestock and equipment may be preferable, and laws should be approved
which would permit such mortgages. Loans to tenant farmers might be
made with the surety of the landlord or another person, In the case of
all loans the.productivity of the farming enterprise should be the
primary basis for the amount of the ican rather than the market value
of the collateral security.

Agficuiturél Cooperative Oredit Sccleties

The cooperative movement had its origin with legislation passed '’
in 1904, providing for registration and supervision of local credit
societies, The movement grew slowly at first but by 1930 there were
several thousand small village credit socleties in eperation, The
low prices of farm preducts in depressicn of the thirties gave the
movement a set back and many societles falled. They were further
weakened at partition when many persons who had been leaders in
gocieties migrated,

The following table based upon figures of the‘Registrar of -
Cooperative Societies, shows bthe number of societies in East Pakistan,-
their membership and loans mdde for the year 1949-30 and 1957-58."

Agricultural Cooperative Credit Societies East Pakistan

| Number of Societies. | Membership Loans made to “individe-
Year i ' ‘ . aals during vear

 Multi~ ¥ Primary | Multi~ | Primar-] Multi- - Primary

_Purpose .. { Purpose ' Purpose :
194950 | 2570 22897 '285960- 410940 IRs. 7,310,000 Rs.9,37Q,OOO
1957-58 {1 3197 1989 |'529827 |- 48226 [Rs.15,630,000|Rs:2,160,000
e i ' ‘ — _____; ________ L_..____;..,__
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During the past decade several thousand primary societies which
were specialized credit societies have failed and have been liquidated.
0f those in existance many are weak or inactive. Several new rulbi~
purpose socleties have been organized but only a few of these are .
active. The societies have only a small volume of lcans and at present
are not an important source of credit for farmers.

A similar table for West Pakistan follows:

Agricultural Cooperative Credit Soc. sty West Pakistan

ke o e e et o £ . = e . e S . o T S e . e e ' iy s o T b b LARR 5 o e AL ok ke s s e e 2 i i e BT i otk T P L B L T e e it e e

! Number of Socletleg © Membership - ]Loans made Lo individ-
Tear | . wals during yeasr
{Limited Unlimited] Limited Unlimited Limited " Unlimited

s B T T D et )
1949-50 53 1 9003 2Qu26 | 232271 | Rs. 23,832, 000} Rs. 43,666,000

!
1957~58 90 ; 11154 J 32008 | 31,3268 Rs. 141,820,000 Rs,173,87o,ooo

In West Pakistan the societies show a growth in membership‘and in
volume of loans but many of these are in weak financial position and
not very active. Others have done quite well ln providing ecredit to
members. in the villages served.

On the whole the cooperative movement among farmers in Pakistan
has not been a success. Only a comparatively small proportion of the
farmers have become members. Also, sinece the farmers. generally are
illiterate they have failed to understand the societies and their own
responsibilities in making them succeed., Management often has been
weak and has not managed the scciety in a businesslike manner. However -
cooperative socleties if properly organized and managed can- succeed and
play a leading role in providing credit and other services to farmers.

" With this in mind the following recommendations are made for a.
cooperative program.among farmers in Pakistan.

Multipurpose Qoqp@rative Societies

Tt is récommended that over a period of ;' .ars-farmers multipurpose
cooperative societies be organized at key points throughout the country.
Such a society should provide farm supplies such as. fertilizer, improved
seeds, spray materials, tools and implements, and market the crops and
other products oroduced on the farms of the members. In addition the
society should make short term credit available to members to meet the
seasonal needs in farming and medium term credit for purposes such as
the purchase of livestock and equipment.



The multipurpose society is a logical approach to the solution of
many problems of farming. The farmer needs certain supplies to
incresse prodhc+1on and his soclety can handle and sell them at a fair |
price. To purchase the supplics he may need credit and the society can
give him a ican and advance it in supplies thus maintaining the control
of loan procesds to assure the use of funds for the purposes intended.
The farmer needs assistance in marketing his crops and other farm
products and the society would market these and try to eblain favoursble
prices. &lso the loan can be deducted from the proceeds of the sale of
crops, which should assure colilection of the money due from members
receiving loans. In organizing the multipurpose societies certei
fundamental‘prinCLpals must be observed. Thess are outlined bclow:

1.  Capable full. time manzgement ls sbsolutely gssential, A
. business that includes handling sipplies, making loan
"and marketing farm products is noh easy t0 manage. The
manager must understand the practical problems of farmers,
have a knowledge of accounting and husiness practices and
be zble to deal successfully with people and give
technical advice to farmers. Since qualified vpersons are
carce, in most cases it will be necessary to train men.
for the positions as managers, Such training may require
a year and should We'a responsibility of the Registrar of
Gooperatives. Also to cbiain the full time services of a. -
capable men it will be necessary to pay an adeauats salary,
a salary which will make the manager feel that he has a
good position, one which he will strive to hcld over a
Long pericd of years by good performance in His work.

2, Organization of the cooperative multipurpose societies
should proceed slowly and each society must be established’
with a territory which will assure a sufficient volume of
business for efficient operation, It is likely that a _
-tehsil or thana would be o logical area end the ultimate
goal would be to have one society in each such unit located
at a central town which 1s a marketing center.  However
careful study must be made of the areas and no society
should be organized unless there is a prospeci for- a volume-
of business which willl provide sufficient earnings to
employ a compstent manager. Also if the socieby is to
provide a favorable market for farm products of members
it must be assured of a sufficient volume of these products
to establish good outlets for quality products. In the
past the grave error has been made of going out and

. orzaniziag a large number of societies indiécriminatelv
without giving the assistance nedessary to asSure sucgess.
Since good management is perhaps the most important factor
in success of cooperatives, no multipurpose society should
be organized until plans have been made to make a trained
person available as a manager.
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In organizing a scciety, meetings should be held in the
villages to acquaint farmers with the plans snd gain their
support. It will be desirable to have a.loan coimittes of
th%ee member in each village. This comrittee would approve

each application for loans of members in the village before
pu801ng it on to the soclety for final approval and
disbursement. Inspectors df the society also would make
necessary investigations of the applicant and his farm.
The various sections of the territory shoild be represented
by & director on the board of directors .. the saciety and
for this purpose a division according Union Council area
nay be desirable,

The multipurpose society will require a warechouse and ofiice

and other physical Tacilities depending upon the crop

handled. The Agricultural Bank of Pakistan and the . -

Cooperative Banks should be in a position to make long

term loans to enable the socileties to construct or purchase

these facilities. Loans for operations including funds

for seasonal loans to farmer members will be required. In
each soclety a separate loan department with separate

accountlng should be established for loans to famers.

Funds borrowed for loans to mexbers would be held in this

department and not tied up in the financing of merketing

or purchase of supplies, Members must be encouraged to

acquire stock in the sdciety. Those obtaining loans should

hold stock equal to at least ten percent of the loan and

this amount if necessary might be withheld from the proceeds

of the first lcan obtained by the member and used for the

purchase of stock,

The Registrar of Cooperative Societies in each of the -~ -
Provinces is responsible for the organization and supervison
of the societies and should, take the leadership in training.
men for work as managers, inspectors and for other posi-
tions. The office of the Registrar must be adequately
financed to do this job., Persons in this office should
have career positions and be able to devote their efforts
ower the years to developing and improving «ooperative
societies for rural people. This office should be given
funds to pay expenses of men while taking training courses.
Also if funds cen be made available it woulc be desirsole
for this office Lo pay the salary of the manager for the
first two years of the operation of the society as added
financial assistance in developing marketing and. credit
serv1ces for farmers,
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Training of personnel for positions in cooperatives
would be handled primarily by the Cooperative Training
Tnstitutes which have been estavlished, one in each Frovince
under the general supervision of the Registrar, These are
noew located near Lahore in ¥West Pakistan and Dacca in Fast
Pakistan but plans are under consideration for moving the
Institutes to more distant points. In this connection it
should be pointed out that it i1s desivable to heve cooper-
ative Institutes located near cities like Tshore and Daccea
where it is possible to draw upon local nrofessionel and
other talent for the faculty., In dddition to a small full
time faculty the servicesof other persons should be obhtained
on a part time basis. When the institutes nre located in
or near large centers it is possible to draw upon local

professional and business men to teach courses and lecture

in fields such as accounting, law, business managemgnt,

banking and agriculture. This opportunity to use experienced

men is essential to adequate training in management of
cooperative socletles.

The Registrar would organize, charter and supervise the
multipurpose societies. In some cases this would involve
reorganization or merger of existing societies, in other
cascs,organization of entirely new socletiss. In those
cases where the soclety is financed by loans from the
Agricultural Bank or cooperative banks, these institutions
should also participate in the supervidg on of the society.
The Registrar is responsible for regular audits of the
soclety and these reports would be used by the Banks,
supplemented by such examinations as they would wish to
make. '

The cooperative socleties should be organized on the basis
of limited liability of members, In former years most
societies were organized as unlimited liability socleties.
When.the societies got into financial difficulties because
some members did not pay loans the loyal and thrifty
members were called upon for peyment., The uniimited
liability principal has become very unponilar and it will- .
be difficult to obtain the support of farmers for new. -
societies unless thesc are organized on the basis of
limited liability, :

Village Cooperative Oredit Societies

in existance and perfoming a useful service for the members.

While many village cooperative credit sociéﬁies fyiled, some are

Essenti-

ally the village society is a means of pooling the savings of people in
the village and making the funds available for loans to members.

use savings to purchase stock in the society.

Members

Usually the affairs are

handled by a secretary who keeps the records and advances and collects
103,1‘1'8.
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effbctlve 111&3@ Qrﬁdlt gOClctlﬁS. They would specialize in credit to
marbers and would supplement the multipurpose soclety. The socicties
should be organired as limited lisbility socleties with a member's
Jilability limited to his own loaris, loans on which he is surety for
others and his shares of capital stock., Secretaries will be part time
employees and should be paid a smell salary for their services.

Looperative Banks

In Pakistan cooperative banks have been an important part of the
cooperative structure. The primary societles in a given area united to
form a central cooperative bank and purchased the stock of this bank.
The central coopsrative banks in turn in 2 province united to form a
provincial or what may be referred to as an apex coopsrative bank with
the stock held by the centrel cooperative banks, The provincial banks
make loans tc the central banks which in turrn moke loans to thelr
primary SOCl&tleS.

In BEast Pakistan there is one provincial cooperative bank and
approximately 60 central cocperative banks which would be considered
active. These banks on the whole have relatively small financial
resources and some arczlavery weak position.

'In West Pakistan there are three provincial banks, Some central
cooperative banks have become branches of a provineial bank but in
part of the region the central cooperative banks function 2s independent
institutions. The cooperative banis in West Pakistan have fairly large
resources and are important in financing individuals as well. as
cooperative soCiotioS. Also individuals own stock in some cooperative
banks., While many cooperative banks are strong finsncially and -active,
some are_wuak and have only a.comparatlvely small volume of business.

The Credit Enquiry Cormission has made a full and careful study
of cooperative banks and as a resuli of this study has made several
recommendations for reorganization of these banks and for Jmproving
their operations. It recommends that solvent centrsl cooperative banks
be merged with the apex cooperative banks and operate as branches of
the apex banks. The pressnt apex banks in West Pakistan would continue
‘and an additional apex bank would be organized in Bast Pakistan so that
there would be two apex barks in that province. Individuals would be
removed from membership in the coopesrative banks and in time all
lending would be restricted to loans to cooperative societies, Also
the reorganized apex banks would be declared scheduled banks and placed
under the control of the State Bank of Pakistan instead of being under
contrel of the Registrar of Cooperatlvos.' Furthermore, it is recommended
that a Rural and Cooperative COredit Commitbee with the Governor of the
State Bank of Pakistan as chairman be organiged to serve in a consulting
and coordinating capacity. Other members of the committee would be the
Registrars of Cooperatives in the two provinces, the chief executives
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of apex cooperative banks, the Agricultural Bank and the Agricultural
Development Finance Corporatior and the Cooperative and Marketing
hdvisor of ‘the Govermment of Pakistan,

Adequate and sound financing of frrmers coopsrative societies is
vitel to the development and improvement of cooperative soclceties and
the Credit Bnquiry Cormission had this in mind in making its recommsnd-
ations. However,objections have been voiced of these recommendations,
most of these objections apparently coming from officials of the
central cooperative banks, who prefer that the banks maintain their
present status, and from lsaders of the cooperative movement who are
fearful of control by the State Bank of Pakistan.

In view of the objections which have been mnde to the recommenda-
tioéns for reorganization of cooperative banks this problem will
undoubtedly receive considerable attention., As a possible and partisl
alternative to these recommendations the following suggestiocns are
made for consideration in dealing with this problem.

1. Careful examinotion of all central cooperative banks would.
be made by & team of exXaminers representing the State Bank
of Pakistan and the Registrar of Cooperatives. Banks found
to be insolvent should be placed in liguidation.

2. Solwvent central cooperative banks would be given the
- opporturity of merging with the apex cooperative bank in
their territory and thereafter operating as branches, or
of reorganizing as commercial banks in which case the
capital stock held by primary societies would be retired
“and paid for at a fair market value. ThHere are some central
cooperative banks that have individuals as holders of part
of the stock and meke a substantial part of their lcans to
individuals, Since they also accept deposits from the
“public, for all practical purposes they funciion as a
commercial bank. In reorganizing as a commercial bank they
would come under the supervision of the State Bank of
Pakistan. L

3 The apex Cooperative banks would function exclusively for
the purpose of financing ccoperative socleties. The stock
would be held by the primary societies and not by individ-
uals.and loans by the apex banks would be restricted to
loans to the societies. The banks would retain.their
authority to accept deposits from the public but would be
required to held a porticr of their assets in govermment
bonds to provide the liguidity nccessary for meeting demends
of the depositors.
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L. Theapex ¢ooperative b:nkq would operate through branch

C offices, The effect of the reorganiyation would beé to-
provide a small number of apex banks with Substantial
resources to finance cooperative societies., Operating
through branches should increase efficiency and stand-
ardizge lending precedures. Bach branch would have a
manager and a local advisory board of men selected by
the apox bank from nominations made by the socleties
in the qrcg served by the branch.

5. Supervision and aualt of the apex cooperatlve banks would
be the responsibility of the Registrar of Cooperatives in
the proevince where the bank is located. However the State
Bank of Pzkistan should have one man as 2 director on the
Loard of directors of each apex bank, - Also apex banks ..
would ke e¢ligible for loans from the State Bank and if a

"~ loan is applied for or in force the State Bank should

“have the autherity to make such exeminations of “the
activities of the apex bank as it may deem necessary.
Leaving the supervision of cooperative banks as- a respon-
Slbllltj of the Registrar hqs the edvantape of maintaining
"supervision in the hands of an.office concernhed with the
prqblemb-of cooperatives and interested in the development -
and improvement of cqooperative socicties. At the same

‘timé by being represented on the board,.the State Bank of
Pakistan would keep infoimed on act1v1t1cs and have an
opportunltj to influence policy and. keep the acthlthS in
llna w1th thv general credit policies of the governmcnt. o

6. While stock of the apex Cooperative'banks would be held by
the primary socleties the Government of Pakisten and thé’
Provineial Governments sheuld alsce be cuthorized to .

" subscribe for stock. This is one meens of, placing the
“finencial support of the govermment back of the cooperative
institutions as an -aid to farmers. ' L

Government“Credit for Farmers

is

Thc Provinecial Governﬁcnts tnrough their ”evenuo Depar tment's have
‘madée loans to farmers over a long period of years. In West Fakistan
these loans are known as taccavi loans and in Bast Pakistan as
agricultural loans. The loans started =s a means of assisting persons
in distress due to floods and other dissstars but later were expanded
“to finance agricultural improvements including the construction of
wells, irrigation and drainsge, and for other agrlcultural purposes.
The loans are haridled by the Revenue Departments and become h sthtutorv
- charge against the land without a mortgage., In some cases a surety s
signature is required to obtain a loan. Interest is charged at ‘a rates



- 38 -

ranging usually from Lt to 63 percent. The term of the loan varies with
the purpose, with loans made for tems up to 10 years for wells -and
other land improvements. Meny new settlers on land have been helped

by this sourcé of credlt 'Collections seem to have been only moderately
satisfactory.

Tt would seem desireble for this source of credit through the
Reverme Departments to be continued particularly to help farmers in
distress due to floods or other disasters. However as the Agricultural
Bank expards its activities and farmers coopertive gocieties become
available the Provincial Govermments could gradually withdraw from this
type of lending to farmers, except for the loans to meet emergency
situations. ' ‘

A Proposal for Supervised Credit

In the preceding discussion,plans for increasing lending to farmers
by an Agricultural Bank and by farmers cooperative societies have been
considered. But it will take a long time before the bank can reach out
and finance s large number of farmers and they will be the farmers with
reasonably large resources, Similarly it will take several years before
rany sirong multipurpose ccoperative societies will be functioning to
help farmers needing ¢redit. Meanwhile,Pakistan is faced with the
seriocus problem of greatly increasing agricultural production fof -the
purpose of becoming self-sufficient in food. This calls for 1ncreused
production on the small farms operated by tenants and sharecroppers and
owners of small tracts. It is in the financing of this group that
supervised credit would be effective in improving farming practices
increasing production and raising incomes and standards of living of
the faym families. Some type of organization definitely is needed which
would have as its sole primary objective the increasing of income of
farmers. ) : 2 h

Supervised credit is a term used for programs that combine credit
and technical guidance for low income farmers as a means of improving
the organization and operation of their farms, The local loan
supervisor has the responsibility for closing and collecting the loans and
aiding the farmers in developing farm plans and in adopting improved
techniques in farming. The loan is specifically set up to allocate
funds to specific improveménts and practices to be adopted by the
farmer, This combination of credit and technical guidance has proven
to be an effective means of increasing produotlon on fwvws in many
countrles. o

The question arises as to what- tvme of organization is needed to
carry on a broad program of supervised credit. One approach would be
to set up in the Central Government directly under the Minister of
Food and Agriculture on agency with a large revolving fund authorized
to make loans to farmers who do not have other sources of credit available,
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and to provide men as loan supervisors capable of giving technical
agsisbtance to borrowers, - Such =zn agency would have as its objective the
raising of incomes of farmers but its funciions would pe limited to
maxing loans and providing technical assistance.

The problem of raising incomes of the small fammers however is
broador than just credit and technicsal assistance. Supplies zre needed
for increasing production, including fertiligzer, improved seeds, spray
comipment and materials, tools, general farm equipment and other items,
The farme? needs help often in marketing his c.ops to good advantage.
Therefore the organization which will get the greatest rcsults in
increasing production on small fams, is one with authority to handle
supplics and assist in marketing in addition to providing supsivised
croedit. What is reslly required is a Central Government Co#peration
with adequate capital and with flexibility in operntions to effectively
provide these services for small farmers and other farmers necding
this assistance. The following is a general cutline of a type of
organization which might be used for this purpose and a brief discussion
of how 1t would function. The organization would be a Central Government
Corporation to operate as an independent authority in the goverrment
with its board of directors reporting to the Llnl ver of Food and
Agriculture. ' o

Hame ~ Farmers Service Corporation.

Purgose - A corporation organized with the objective of
improving the income of those farmers having only modest
resources; particularly small farmers including tenants
and sharecroppers. To accompllsh this ﬁbgectlve the
corporation is authorized to purchase, hendle and sell
supplies, tools and equipment used on farms, to merket
crops, livestock and other farm products, provide loans

to farmers unsble to obtain satisfactory credit from other
sources, give technical guidance to famiers and engage in
cther functions essential to meeting its objective.

Capital Stock -~ The authorimed capital stock shall be
Rs,200,000,000. divided intc 200,000 shares of Rs,1,000,
This stock sh@ll be subscribed and paid by, and only by,
the Goverrment of Pakistan in such amounts as may be
mecessary to provide funds for the activities, of the
corporation.

Board of Directors - The governing body shall be a board
of directors of five persons appointed by the Minister of
Food and Agriculture who shall name one .of these persons as
~Chairman and Managing Director.. The beard shall estsblish
“the policies of the corporation and the management of
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operstions shall be.the responsibility of the Managing
Director. “The board shall serve full time and the Managing
Director may delegate to the other members specific
activities for which they will assume responsibility.

Hesdovarters - The headguarters shell be Lstlbil shed and
maintained in Karachl.

Branches - The provinces of West Pakistan and East Pekistan
snall be divided into districts and a mein branch offic
established in each district with an assistant rpray“r in
chargs., Within cach district such subbranches may be
established as may be necded to provide service to fammers
with o loan supervisor in charge. '

Primary functions

i,

Providing supplies — The Corporation will purchase the
supplies which are essential in improving operations on
farms such as seeds, fertilizer, sprey materials, tools,
equloment,euc. and sell these supplies to those farmers
which it is assisting., Sales will be limited in amounts

to the actual reguirements of the farmer for use on his
farm. Prices charged farmers will be the cost of the
supplies plus a margin for storage and other handling
expenses and ordinarily would approximete prices prevailing
for gimilar supplies in the local markets. To properly
store and handle the supplies the corporation will construct,
purchase or lease warehouse facilities. In Time it may
find it necessary to provide a fairly large warehouse in
the territory of each tehsil or thana and such additional’
storage in villages ss may be necessary in delivery to the
farmers. Loan superviscrs will assume respons1bllltv for
the farmer taking delivery of the supplies and supervise
thelr use.

Complete accounting of all supplies will be necessary
includirig proper lnventory control., hAccurate records nust
be kept of szles and deliveries to farmer., Loans to
famers for purchase of supplies ordinarily will be
disbursed by delivery of the supplies and will not be pEld
out in cash.

Marketing of crops and other farm products —' The Farmers
Service Corporation will engage in marketing only in areas
where it is considered necessary to provide farmers with
improved outlets for their products.‘ SucoessFul mﬁrketlng
of farm products reguires a high degree of technical skill
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and ability in business management. Not all the loan
supervisors would have the ability to market products to
advantage and generslly would net be reguired fo engage
in this activity. Where local warkets ~re ressonably
satisfectory, farmers receiving losns would sell thelr
crops and other farm products in these markets.

Where improvement in marketing is necessary and where
marketing is a comparatively simple operation such as the

assembly and purchsse of staplgs like wheof and vice, the
warehouse facilities used for supplies might also be use
to give fammers a botter outlet. for tbu:r f=rm products, On
the other hand, Jhcr@ marketing is compmiicated involving
processing sueh as ginning of cotion, separate faclliities
under SprL&llZeq management would be organized and
constructed, Since these facilities reguire a relatively
large amount of capital they would be provided only where
present facilities are inadecurte and the assistance of the
Corporation is required to give farmers a satisfactory
market, Also when these facilities are provided there must
be assurance of a sufficient velume of business for
efficient cperation. '

Prices paid farmers for farm products would reflect demand
and supely in the market. The farmer would be paid ot
time of delivery or if storage is available, and the farmers
choose to store, they would pay 2 fee for storage and get

‘the price prevailing when the crop moves out of storage for

sale, -Since the Corporation would be competing in the
market place 1t would find it necessary to pay going markot
prices. It should be the policy of the Corporation to pay
the farmers the highest price possible, but prices paid
should be a2t levels which will enable it to operate the
marketing progrem without loss over a pariod of time. To
the cxtent thet the Corporotion can improve prices received
by farmers for their crops it will create 1HCGH+1VrS for
them to increase production on thelr farms.

Loasns to farmers

(2) Bligivle borrowers - Loqns shall be made only to
persons actually engaged in the operation of farme,
either as an owner or tenant, and who participate
in beth the lakor and mw“apement involved in the
production of crobs or livestock. Such persons
shall be eligible for loans only if they are bnﬂble
to cbtain losns on reasonsble terms from other:

established agencies.
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(v) Avproval of loans - All applications for loans
“shall have the approval of the local loan
supervisor who shall assist the applicant in
meking a farm plan and analyze, along with the
farmer, the intended use of loan funds and the
probable effect of the loan on farm esrnings.

The analysis shall be summarized in an applica—
tion form which shall be signed by the aspplicant

and the loan supervisor. 0On applications of
Rs.500/- or less the approval of the loan
supervigor shall be final, Appilicaticns of
over Es.500/- also shall have the approvel of
the manager of the Branch Office of the
Corporation, or his representative..

{¢) Purpose of Loans - Loans may be made for any
and all agricultural purpcoses, but for such
purposes only.

(d) Period of loans - Loans may be made for any

period not to exceed 20 years. Preference shall

be siven Tirst, to loans of 18 months or less
and second, to loans over 18 months but not
exceeding 5 years, Loans for periods of over

5 years shall be made cnly in exceptional cases

where it is determined that such loans are

needed for the improvemsnt or establishment of

farms.

(e} Maximum amount of loans — No loan shall be made

to any one borrower for an amount exceeding

Rs.25,000, It is the intent to serve primarily

the small producer znd therefore preference

shall be given to loans in amount of Rs. 1,000/~
oy less. 4s defined here the amount of loan is

the total of all advences to a borrower out-
standing at any one time,

(f) Time of loan pavments - Loan contrachs shall be
drawn to provide for payment at the time when .
the borrower will expect tc receive income from

products produced. Seasonal short term loans
will normelly call for payment in full at a
time shortly following the harvest. Loans
exceeding a term of one year will normally be
drawn calling for payment in annual or semi-
annual instalments in amounts sufficient to

liguidate the loan in full during the full loan

pericd.
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Lozn service charges ~ When 2 farmer recoives his first
loen he shall pay into the reserve fund of the '

Corporation an amount equdl to 5 percent of the ﬂmount
of the loan and which shall be deducted from the

principal amount, advanced. Suybsequently,if the horvrrower
obtains loans larger in smount he shall pav into the
rescerve fund from the procceds of thoe loans such smounts
as may be remuired o make his total payment into the
reserve fund equal to five percent of his maximum loan.
Payments into the reserve fund shall bhecome the
propervy of the Corporstion to be maintained in the
accounts as @ ragserve for losgses on loans,

For services provided by the Corporetion, including
technlcal assistance from the losn supervisor, the
berrower shall pay a fee equivalent to five percent
per annum on the principal of the loan., This fee shall
be included with payments of principsl and shall be
applicable and payable only for such time as the -
principal is cutstanding. :

Security for loans ~ The primary security for loans
shall be the productivity of the farm as operated by

prospects of sufficient income from the farm enterprise
to make payments on the loan as theyv become due. The
borrowar shall blgn an agreement that he will notify

- the “oan supervisor of his intentions to market his

crops and other products and he shall apply as payments
on the lecan such amounts as he and the losn supervisor
shall agree should be applied., If the Corporation

has marketing facilities of its own available in the
locallty it may require an agreemont bJ the borrower

to deliver to the Corporctlon the entire amount of the
crop to be marketed,

The borrower will sign a note (bond) agreecing to pay
the loan under terms srranged. If the applicant for a.
losn is the owner of 2 Tarm no aurcbv o oanother perﬁon
ordinarily will be reguired., If the spplicant ig:a

‘tenant the surcty of the owner of the land operated by

the tenont ordinerily will be reqvlrad

In the case of loans made for the purchasc of
livestock and equipment the borrower shall give a
mortgage on these items. ALl long term loans, 5 years
ar more, for the improvement of farms or for other
purposes, shall be secured by a first ﬂortpnge -on the
farm of tho applicant.
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{i) Loan servicing and supervision - Disbursement of the
loan proceeds will be the responsibility of the local
loa D,SUUbrViSOr who shall determine that the procecds
are used by the borrower for purpeses intended, Loans
for the purchase of supplies handled by the Corporation
will be advanced by the farmer taking delivery of the
supplies. For items not handled by the Corporation
the proceeds may be paid to the borrowsr in cash with
the losn supervisor taking steps to see that the funds
are used for the purposes agreed Upor.. :

The loan program of the Corporation is one of
combining with credlt tcchnlcal guidance for borrowers
to assist them in improving farm operations angd
increasing earnings. At least once each year the
loan supervisor shall confer with the borrower for
the purpose of drawing up a cropping plan and making
plans for. general improvement of the farm business.
These plans shell become & part of the credit program
and loans will be geared to the plsans for the purpose
of making the improvements agreed upon. The loan
supervisor will visit the farm of the borrower or
meet, with groups of borrowers to give instructicns on
improved techniques in crop and livestock enterprises.
The local loan supervisor will be responsible for
obtaining payments of loans as they become due. An
important part of the technical guidance will be to
develop an attitude among borrowers to seriously
recognize thelr financial obligaticns and to make
plans to pay loans as they become due. Borrowers
must apply proceeds from the sale of crops and other
products on payments due on loans and should do so
voluntarily. Failure to so apply proceeds shall
be cause for suspension of assisfance from the
Corporation,

Training local loan supervisors

The extent of operations and the effectivoness of the program of
the Famers Service Corporation will depend on the availability of men
to serve as local loan supervisors and in turn their ability bto give
technical guidance to farmers. The Corporation will find it necessary
to engage in a program for training loan supervisors.

A man selected for the position of local loan supervisor must have
a farm background and understand farmlng practices. He should enjoy
worklng with farm.people and living in “Fural village, Furthermore,he
must have at least the equivalent of a grade school sducation end with

:
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proper training be able to keep simple accounts. and mrintain other
rcecords perinining torthe loan program. He must be.willing to lebor
in the fields with farmers and dmnﬂngfr&bF pra ctwoco which he will be
adVOC\tlng for gmprovewxnt in farming.

The branch manager of the Corporation will be responsibie for
enploying the local lozn supervisors in their districts and for organisz—
ing training'cour5es.

Thc flr:t training course for loan bupirv1sorﬂ should be set up for
s period of aboubt three months. In this course th@ fol lowing suogects
shou¢d bs stressed,

‘1s Maintzinine reccrds of loans - This includes filingz of

loan documents snd keeping of accurate accounts on each
loan of funds disbursed and funds collected.

24 Making I@rm plans ~ Instructions wubt be given in the
analysis of a ferm business, the layout of fields,
‘selection of crops, estimeting earnings and budgeting
advances on loans

3. Teaching improved farm practices — Demonstrations should
be given on practices to be emphasized in improving
agriculture, use of fertiliger, improved seeds, better
cultural practices, ete, :

L. RbluthﬂShlpS with rural pcople ~ Loan sunwrv1sorq must
know how to desl with rural pecple and gain their
confidence. 3peecial training should be offered on
methods to be followed in working with rurel people and

-1nfluen01ng them to change farming practices and dgveloplng
in them a desire to improve their economic position,

3

As the program developq and it becom 28 apparent what type. of
problomq are arising, special in-service training must be orgenized to
train loan supervisors to meet these special situations. It is likely
that special training in the handling of farm supplies will be nsedsd.

v

~ The problom of improving “gr;culburo dnd ¢ncI@391ng the food supply
will be a continuing problem for Paklstaﬂ,pertlculﬂrly if the growth
of population continues a2t the present rate. For this 'reason the
Farmers Service Corporation should plan to operate over a long period

- of years, However,as farming is improved and small farmers strerigthen

their financial position as a result of . the supervised eredit program,

many should then be able to obtain their éredit from sources such as the
Agricultural Bank or Cooperative Societies. In this case the credit
activities in an area might be reduced to include only a relatively
small number of farmers,
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In areag where multipurpose cooperative societies become actlve
the Corporation could tum over to these socletlies the handling of
supplies and probably marketing activities, Farmers whose financial
nosition has been improved also should be able Yo obirin loans from
the cooperative society, Farmers whe are ineligible for loans from
‘the society but eligible for supervised credit from the Corporation
could become menbers of the society and purchase supplies. from it.
Tn other words, in an area where a multipurpose cooperative society
becomes active the Corporation would plan to turn over to this soclety
as much of its program 2s possible. In this mamner the Government's
program may in time be materially reduced in guope, Provision could
he made for the Corporation to sell warchouses and other physical
facilities to cooperative societies where they are able to function
effectively. Payment for the facilities would be made over a period
of soveral vears,

It is likely that objections may be raised to a program such as
that of the Farmers Service Corporation on the grounds that it will
have an inflationary effect in the economy. The perscens raising the
objections would say that any Corporation paying. cut several million
rupees would coutribute to an incresse in prices of goods. However,
the program of the Corporation is one of incressing productlon of-
agricultural products and the net effect should be to set in moticn
forces which would operate to stabilize and not reise prlces. In
Pakistan a large share of the total value of goods consumed is in
food and other agricultural products, Therefore,an increase in the
supply of sgricultural products wouls ‘have a stab1112¢ng effect on
the general level of pricess

Summary

1. The economic development of Pakistan is dependent on. the improve-
ment of agriculture, its primary industry, Farms generally are small,
incomes of ‘farmers low and poverty prevails in most rural areas.

There are opportunities for greatly increasing agricultural production
by the adoption of improved farming practices and credit and technicsl
guidance for farmers are essential for these improvements.-

- 24 Peldistan hes no well-organized credit system tec assist farmers.

Such credit as is avallable to rural people is provided to a large
extent by individuals, including friends, relatives, iandlords and
traders: Improved credit fa 01111;16q are needod and should be.
established.

3 Two Central Government sponsorad agricultural credit agencies.
are operating but have financed only a2 comparatively semall number of
farmers. These agenicies, the Agricultural Development Finance
Corporation and the Anrlcultur 1. Bank of Pfklut in should be merged



as soon as possible to operate as one institution under the Apricultural
Bank Act of 1957. Adequate capiltal should be provided. and steps teken
%o bring the service close to the farmers. The reorganized Agricultural
Bank should confine its loans to farmers who have a sound basis for
credit and,in general, will finance the larger farmers as well as the
smaller farmers who are in fairly sirong financizl pesition, rnd the
cooperative socleties,

L. Many smell agricultural cooperative credit societies have been
orgenized over the vezrs but, in general,ths cooperative movement heos
not been a success. & large proportion of the sociesties have failed
and meny of those still in operntion »re week., However, 1f properly
organized ard efficiently managed, cooperative socleties can be of
great help in providing credit and other services for farmers. Over a
period of years farmers multiourpose societies should be organized at
key points in the country to handle fam supplies, market farm products
and make short term and medium term loans to farmer-members. Capable
managers will be necessary and training programe by the Registrars of
Cooperatives should be expanded and improved to train men for positions
as managers of the sccisbies.

5. Central Cooperative Banks and the Provincial Cooperative Banks are
important institutions in financing cooperative socleties. Xt scems
desirable to reorganize the cooperative banks with the result that
there would be two apex cooperative banks in Bast Pakistan and thres
apex cooperative banks in West Pakistan. The Central Cooperative Banks
woilld be reorganized into branches of the apex cooperative bank in
their territory. Supervision of the apex coopsrative banks would
remain with the Registrars of Cocperatives.

6., Pakistan is faced with the difficult problem of greatly increasing
agricultural production.tc become self-sufficient in food, This will
require a substantial increase in production on smell farms operated

by tenants and sharecroppers and by the owners of small tracts,
Supervised credit, that is credit combined with technical guidance,
would be an effective means for ilncreasing production on these farms.
In organizing such a program it will be desirable to establish an
independent government corporstion, with adequate capital under the
Minister of Food and Agriculiure, named the Farmers Service Corporation,
with authority to make loans to farmers who do not heve credit from
established agencies, give technical guidance to borrowers, provide _
farm supplies, and where necessary engsge in marketing of farm products.
Men would be trained to serve as local leoen supervisors and would work
closely with borrowers in improving farm operations. When an effective
miltipurpose ceoperative society is. established and functioning in any
particular area the Farmers Service Corporation would plan to turn its
activities over to the society as far as possible.



